Volume 1, Winter 2005

IngdeThislsue

Small Business Week 2005
page 2

Retirement Savings
ContributionsCredit
page 2

TheFixIsln

page 3

Product Profile - Choosing
a Retirement Solution for

Your Small Business
Publication

page 5

Tax Law isComplex...
page5

No Need to Panic!
page7

TheFiling Cabinet
page 8

DOL News

page9

Calendar of Events
and Deadlines

page 10

Good Businessand Good Tax Planning, Too

Asyou know al toowell, tax timeisjust around the corner. Areyou looking for atax deductionfor
you and your business? If so, consider establishing aretirement plan for yourself and for your
employees. Retirement plansoffer deductible contributions, tax-deferred growth and an attractive
incentivefor recruiting and retaining va uable empl oyees.

FY1: There' still timefor many businessesto establish aretirement plan now, make contributionsand
qualify for deductionsfor 2004. Just asan example, contributionsto IRAsmade by April 15, 2005
may be deductiblefor the 2004 calendar year. (Seearelated story on the Saver’s Credit on Page 2.)

If youdon't havearetirement plan:

« Consider theBenefits- for you and your employees. For example, your contributionsare tax
deductible, assetsgrow tax-freewith compounding interest and you will attract and retain better
employees. See Publication 4118.

« ChoosetheRight Plan - It isimportant to choosetheright retirement plan for your business.
Thereareanumber of plansto choose from (IRA-based to defined contribution to pension).
SeePublication 3998 for achart outlining the advantages of each of the most popular types
of retirement plans. (See arelated story on Pub 3998 on Page5.)

If you do havearetirement plan:
« Watch for Common Mistakes- Avoid thefollowing mistakes:

1) Not following thetermsof the plan document;

2) Not covering the proper employees;

3) Not giving theemployeesrequiredinformation;

4) Not depositing employeedeferralsor employer
contributionstimely; and

5) Not limiting employee deferralsand employer
contributionsto the proper limits.

» Perform Periodic Reviewsof Your Plan - Errorsina
plan brought on by changesin your work forceand its
salary deferral patternsare easier and cheaper to fix when
they are small and have not been allowed to continue over a
long period of time. Changesin your business may produce
unexpected changesin your businessoperations. If you haveaSIMPLE IRA, SEP or similar
plan, consider a Check-up now. IRS Employee Plans has developed Publication 4405 which
outlinesavailabletools, tips/'resources and hel p for aCheck-up of your retirement plan. Tools
include checklistsfor operating these plans - see Publications 4284, 4285 and 4286.



http://www.irs.gov/pub/irs-pdf/p4118.pdf
http://www.irs.gov/pub/irs-pdf/p3998.pdf
http://www.irs.gov/pub/irs-pdf/p4405.pdf
http://www.irs.gov/pub/irs-pdf/p4284.pdf
http://www.irs.gov/pub/irs-pdf/p4285.pdf
http://www.irs.gov/pub/irs-pdf/p4286.pdf
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Small Business Week
2005

TheU.S. Smal Business
Adminigrationwill mark the
42 National Small Business
Week in Washington, D.C.,
April 26-28, 2005, with SBA
Expo’ 05 showcasing Small
BusinessPersonsof the Year
from each state, and the
announcement of theNational
Small Businessof theYear.

Nationa Small BusinessWeek
honorssomeof thenation's
estimated 25 millionsmall
businessownersthat help
drivethenation’seconomy.
Smdll businessesemploy more
than haf thecountry’sprivate
work force, create three of
every four new jobsand
generateamajority of
Americaninnovations.

SBA Expo’05will also
feature specia eventsthat
includeasmall businessexpo,
abusinessmatchmaking event,
businessseminars, atown hdl
meeting and award
ceremonies. Other highlights
will include notable speakers
and businessindustry leaders
from trade associations, and
locd andfederd governments.

Employee Planswill be
exhibiting at the Expo. We
will beoffering participants
educationa materialsaswell
asanswering employee
retirement plansquestions.

Information on SBA Expo’ 05
canbefound onlineat
www.sba.gov/expo. m
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« Get an Independent Reviewer to Check Your Plan

» Correct MistakesNow - TheRS has helpful correction programsthat are
structured to providefinancial incentivesfor finding and correcting mistakes
earlier rather than later. In fact, many mistakes can be corrected easily, without
penalty and without notifying the IRS. (See Publication 4224.)

« Monitor the PeopleWhoWork with Your Plan
« Watch for Law Changes- Keep your plan up-to-date with the law.

« Report tothe Gover nment - Distributions are reported on Form 1099-R.
Many plansannually file Form 5500 or Form 5500-EZ.

Tofind out more, visit the Retirement Plans web page and click on “ Information for:
Plan Sponsor/Employer.” m
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Retirement Savings Contributions Credit

Doesyour business sponsor aPayroll Deduction IRA, 401(k), 403(b) or SSMPLE IRA
plan? Thenyou, asaplan participant, and your employees may be ableto takeatax
credit if youmakedigiblecontributionsfor retirement. Plan participantsmay beableto
takeacredit of up to $1,000 or up to $2,000if filingjointly. Thiscredit could reduce—
dollar for dollar —thefederal incometax participants pay.

The" Saver’sCredit” primarily benefitsmoderateto lower incomeworkers. Theamount
of credit that plan participantsare entitled toisbased on their rate of credit and their
adjusted grossincome. Inorder to qualify for the credit, adjusted grossincome cannot be
morethan:

»  $50,000if thefiling statusismarriedfiling jointly,

* $37,500if thefiling statusishead of household (with qualifying person), or

«  $25,000if thefiling statusissingle, married filing separately, or quaifying
widow(er) with dependent child.

Ingenera, eligible contributions (up to $2,000 per person) include:

» Contributionsto atraditional or Roth IRA, and
» Sdary reduction contributions (el ective deferrals) to:
1) A 401(K) plan, includingaSIMPLE 401(k);
2) A section403(b) annuity;
3) A stateor local government plan—asection 457 plan;
4) A SIMPLEIRA plan; or
5) A sdaryreduction SEP

Eligible contributionsa so includevoluntary after-tax employee contributionsto atax-
qualified retirement plan or section 403(b) annuity. Eligible contributions must bereduced
—but not below zero—by any distributionsfrom any IRA, plan, or annuity received during
theyear for whichthecreditisclaimed. Thisdistribution deadlinegoesuntil thetax return
isfiled andincludesthe previoustwo yearsaswell. Also, notethat participants can make
IRA contributions—but not 401(k) or 403(b) plan contributions—up toApril 151, 2005
and have them count toward the Saver’s Credit for 2004.


http://www.irs.gov/pub/irs-pdf/p4224.pdf
http://www.irs.gov/pub/irs-pdf/f1099r.pdf
http://www.irs.gov/pub/irs-pdf/f5500.pdf
http://www.irs.gov/pub/irs-pdf/f5500ez.pdf
http://www.irs.gov/ep
http://www.sba.gov/expo
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The Saver’sCreditisnonrefundable. 1ngeneral, thismeansthe amount of thecreditinany year
cannot be more than the amount of tax that would otherwisebe paid. If thetax liability is
reduced to zero because of other nonrefundabl e credits, such asthe Hope credit, thenthe
Saver’s Credit cannot be taken.

Theamount of the credit you can get i s based on the contributions made and therate of credit.
Therateof credit dependsonincomeand filing statusand it can beaslow as10% or ashigh as
50%. Thelower theincomelevel, the higher therate of credit. See Form 8880 to determine
your rate of credit.

Announcement 2001-106 and Announcement 2001-120 (Spanish version) include
additional information onthecreditinaQ& A format and asample noticethat employerscan
giveto employeesexplaining thecredit. Additiona info canbefoundinPub 590. m

TheFixIsln: Common Plan Mistakes

In each issue of the Retirement Newsfor Employer swe present acommon mistake that

e f.li happensin retirement plans. We describe the problem, how it happened, how tofix it and how
w tolessen the probability of the problem happening again. Thisedition of the column focuseson
, “Not CorrectingADP/ACPMistakesTimely.”

The Issue

How to Subscribet . . . I
Rgﬁvie?n ezt ;Z\rx\l/s?o? Many of you have 401(k) retirement plansthat providefor elective contributions. If you

Employers do, youmay befamiliar withtheActual Deferral Percentagetest (ADP) and theActua
The Retirement News for Contribution Percentagetest (ACP). Thesetestsprovidealimit ontheamount that
Employers will be issued only | Certain benefitsprovided under the plan to highly compensated employees (HCES) may
through IRS e-mail. 'For your | eyceed the benefits provided to non-highly compensated employees (NHCES).

free subscription, please go
Under theADPtest, theaverage salary deferrals of the HCEsand NHCEsare

to the Retirement Plans web
page and subscribe on-line

by selecfting I“Retirement y calculated and compared on an annual basisbased ontheplanyear. Each employee’s
Emniaverar and thon 0 deferral percentageisthe percentage of compensation that has been deferred, pre-tax,
“Retirement News for tothe401(k) plan. Thedeferra percentages of the HCEsand NHCEsarethen

Employers”. All editions of

the Retirement News for averaged to determinethe ADPof each group. To passthetest, theADPof theHCE

Employers will be archived at | group may not exceed theADPfor the NHCE group by 1.25 percent or 2 percentage
the Retirement Plans web points

page.
For your convenience, we Similar tothe ADPtest, the ACPtest appliesto matching contributionsand/or employee
have included Internet links | after-tax contributions. The plan sati<fiesthe nondiscrimination requirementsof thelaw if

to referenced materials

throughout the electronic it passestheADPand ACPtests.
version of Retirement News

for Employers. These links If the plan failsthe ADPand/or ACPtests, corrective action must be taken to protect
oersion by the underimed | thequalified status of thearrangement. Thelaw and related regulationsprovidevarious
text. The electronic version methodsfor correcting mistakesduring a“ correction period.” Thisstatutory correction
R ot Piare et page. | Periodisthe 12-month period following the close of the planyear inwhich themisteke
occurs. If correctivedistributionsare made after thefirst 2%2monthsof the correction
period, theemployer (not the HCE) isliablefor an excisetax. If correctionisnot made

withinthe correction period, theplanisconsidered “ disqualified.”



http://www.irs.gov/pub/irs-pdf/f8880.pdf
http://www.irs.gov/pub/irs-pdf/p590.pdf
http://www.irs.gov/ep
http://www.irs.gov/ep
http://www.irs.gov/ep
http://www.irs.gov/pub/irs-irbs/irb01-44.pdf
http://www.irs.gov/pub/irs-irbs/irb01-50.pdf

Mistakes happen.
In fact, the IRS
sees a lot of the
same mistakes
again and again.
In “The Fix Is In”
we’ll help you
avoid some of
these common
problems.

Want more
information on
fixing mistakes?
Just go to
WWW.irs.gov/ep,
click on
“Retirement
Source for Plan
Sponsors/
Employers” and
select “How Do
| Fix a Plan
Mistake?”
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The Problem

One of themost common mistakes submitted for correction under the VVoluntary Correction
Program (VCP) isthefailureto timely test for and correct ADPor ACPmistakes. Common
reasonsfor thismistakeare:

1) Incorrectly classifying employeesasHCE or NHCE;
2) Usinganincorrect definition of compensationin thetests; and
3) Cdculatingthetestincorrectly.

The Fix

Employersmay get relief from treatment of the401(k) plansasnonqudified throughthe
Employee Plans Compliance Resolution System (EPCRS) by correcting the mistakes
after the statutory correction period has passed. The Self-Correction Program (SCP) or
Voluntary Correction Program (V CP) can be used to correct themistakes. Inorder tofix the
mistake under SCP, generally the mistake must befixed withintwo yearsafter theend of the
statutory correction period (i.e., the 12-month period following the close of the plan year).
Unlessthefailure can beclassfied asinsgnificant, VCP must be used after thistime.

» Example: A caendar year planwith a401(k) arrangement failstheADPtest for the plan
year ending 12/31/02. The statutory correction period isthe 12-month period from
01/01/03t0 12/31/03. Thesdlf-correction period under SCPrunsfrom 01/01/04 to
12/31/05. After thisdate (unlesstheviolationisconsidered insignificant), VCPmust be
used to correct theviolation.

Notethat thereismorethan oneway to correct ADPand ACP mistakesunder EPCRS.
Generadly, if SCPor VCPisused to correct aviolation of the ADP/ACPtest after the statutory
12-month correction period, the employer isrequired to make Qualified Non-Elective
contributions (QNECSs) for the NHCEs. QNECsare contributions made by the employer that
are 100% vested, havethe samedistributionsrulesas401(k) deferralsand do not discriminatein
favor of HCEs. Under one corrective approach, the employer contributesenough QNECstoal
theNHCEsin order to raisetheADP of the NHCEsto alevel necessary that satisfiestheADP
test. Another approach under EPCRS permits correction solely by making distributionsto the
HCEsafter the statutory correction period aslong asthe employer iswilling to makea
contribution for the NHCEsthat equal sthetotal amount being distributed.

Making Sure It Doesn’t Happen Again

Compl eting theADP/ACPnondiscrimination testsaccurately and timely isvital for employers
maintaining 401(K) plans. The plan document, employeedata, etc., should be carefully reviewed
to ensurethat employeesare correctly classified, the proper definition of compensationisused
and proper testing/correction methodsare used. Planswith matching contributionsand/or
employee after-tax contributions can be structured so that the empl oyer can adjust the
contributionratesof the HCEsin order to prevent the plan fromfailingtheACPtest. Similarly,
some plansare designed with adiscretionary matching contribution formula, where the empl oyer
can declareadifferent rate of matching contributionfor the HCESs.

However, keepin mind, that despite all your good efforts, mistakes can happen. In that case, the
IRS can help you correct the problem and retain the benefits of your 401(K) retirement plan. m



http://www.irs.gov/pub/irs-pdf/p4224.pdf
http://www.irs.gov/ep

A

Product Profile — Choosing a Retirement Solution for Your
Small Business Publication

Doesyour business sponsor aretirement plan? Areyou cons dering establishing onefor you
and your employees? |stheretirement plan that your business currently sponsorsnot meeting
the needs of your growing company? Areyou confused by all of the choices? Should you
adopt aSEP? A SIMPLE? A 401(k)? Something else?

ThelRSand Department of Labor, inajoint effort withthe U.S. Small BusinessAdministration
andtheU.S. Chamber of Commerce, have devel oped apublicationto assist you in choosing
theright retirement plan for your business. Publication 3998, Choosing a Retirement
Solution for Your Small Business isaplain-language publication that providesbasic
information on the different typesof plansavailableto you, including Payroll Deduction IRA,
SEP, SIMPLE IRA, 401(k), Profit-Sharing and more. The centerpieceof thepublicationisa
two-page chart that outlinesthe different features of each type of planinthe pub:

* KeyAdvantage

* EmployerHligibility

* Employer’sRole

» Contributorsto ThePlan

*  MaximumAnnua Contribution

»  Contributor’sOptions

*  Minimum Employee Coverage Requirements
* Withdrawass, Loansand Payments

*  Veding

Findly, the publication providesadditional sourcesfor morein-depthinformationif you needit.

Thepublication, aswell asadditional information on choosing aretirement plan, can befound on
the Retirement Plans web page.m

Tax Law is Complex but We Can Help

Nationa Taxpayer Advocate NinaE. Olsonreleased areport to Congresson January 10,
2005 that identified the complexity of the Internal Revenue Code asthe most serious problem
facingtaxpayersandthelRSadlike. Thereport cited the aternative minimum tax, theearned
incometax credit, and thelarge number of provisionsdesigned to encouragetaxpayersto save
for education and for retirement askey illustrations of the problemsof complexity of thetax
code.

We here at Employee Plansrecognize the complexity of thetax code and have devel oped
severd toolsto assst youin navigating your way through theretirement plan provisons:

The Retirement Plans web page — www.irs.gov/ep:

TheRetirement Plans web page hasanew nameand look. 1t'snow available under
“Retirement Plans Community” onthemainIRS landing page. Youwill now find
“Information For” categoriesof “BenefitsPractitioner,” “ Plan Participant/Employee’ and“ Plan
Sponsor/Employer.” Thepagesarefilledwithall of theretirement plan informationthat you' ve
cometo expect from us,



http://www.irs.gov/pub/irs-utl/2004arcexecutivesummary.doc
http://www.irs.gov/ep
http://www.irs.gov/ep
http://www.irs.gov
http://www.irs.gov/ep
http://www.irs.gov/pub/irs-pdf/p3998.pdf
http://www.irs.gov/pub/irs-pdf/p3998.pdf

We areredrafting material for easier use by plan sponsorsand participants. Wewill continue

adding, redrafting and editing retirement information for each of these customer groups. If you
have any suggestions about what we should provide, pleasee-mail usat
RetirementPlanComments@irs.gov.

CONTACTING
EMPLOYEE PLANS

The Retirement News for Employers welcomes your
comments about this issue and/or your suggestions
for future articles.

Send comments/suggestions to:

EP Customer Education & Outreach
SE:T:EP.CEO

1111 Constitution Avenue, N.W., PE-4C3
Washington, D.C. 20224

or FAX (202) 283-9525

or E-Mail: RetirementPlanComments@irs.gov

For EP Taxpayer Assistance

For retirement plans technical and procedural
questions:

Please call (877) 829-5500

Or visit the EP Customer Account Services section of the
Retirement Plans web page at www.irs.gov/ep.

For questions relating to retirement income, |RAS,
Roth IRAs, educational IRAs, medical savings
accounts and section 125 cafeteria plans:

Please call (800) 829-1040

For further Employee Plans Information: Go to the
Retirement Plans web page at: www.irs.gov/ep.

Publications:

Unceasing in our attemptsto supply plain-languageinformationon
retirement plans, we' re happy to announcetherecent release of the
following publications

* Publication 4334, SIMPLE IRA Plans for Small Businesses,
was created with our colleaguesat DOL/EBSA and isdesigned for small
businessownersand tax practitionerswith clientsthat may want to start
or dready haveaSIMPLE IRA Plan. It providesguidance onthe
establishment and operation of suchaplan.

 Publication 4336, SARSEPs for Small Businesses, isan
informational tool that provides guidance onthe operation of aSdary
Reduction Simplified Employee Penson (SARSEP).

* Publication 4405, Have you had your Check-up this year? for
SIMPLE IRAs, SEPs, and Similar Retirement Plans is an
educationa pamphlet designed toinform and encourage employersto
performaperiodic*check-up” of their IRA-based retirement plan
through theuse of checklistsand how toinitiate corrective actions, if
necessary.

» Publication 4406, 403(b) and 457 Retirement Plans (with plan
feature comparison chart), outlinesthefeatures of 403(b) and 457
plans and comparesthem to 401(k) plans.

* Publication 4407, SARSEP - Key Issues and Assistance, is an
educational pamphlet that highlightsvariouskey issuesregarding the
operation of aSARSEP, whilelisting different resourcesfor assistance.

Anddon’t forget about our not so recent rel eases:

e Publication 3998, Choosing a Retirement Solution for Your Small

Business.

e Publication 4222, 401(k) Plans for Small Businesses.
e Publication 560, Retirement Plans for Small Business (SEP, SIMPLE, and
Qualified Plans).

All of these publications are available on the Retirement Plans web page by clicking on
“EPFormsé& Publications’ under the“Related Topics’ section and can be ordered by calling

(800) TAX-FORM.

So don’t let the complexity of the tax code keep you from securing your future —and
your employees’ futures.m


mailto:RetirementPlanComments@irs.gov
mailto:RetirementPlanComments@irs.gov
http://www.irs.gov/ep
http://www.irs.gov/ep
http://www.irs.gov/ep
http://www.irs.gov/pub/irs-pdf/p3998.pdf
http://www.irs.gov/pub/irs-pdf/p3998.pdf
http://www.irs.gov/pub/irs-pdf/p4222.pdf
http://www.irs.gov/pub/irs-pdf/p560.pdf
http://www.irs.gov/pub/irs-pdf/p560.pdf
http://www.irs.gov/pub/irs-pdf/p4407.pdf
http://www.irs.gov/pub/irs-pdf/p4406.pdf
http://www.irs.gov/pub/irs-pdf/p4406.pdf
http://www.irs.gov/pub/irs-pdf/p4405.pdf
http://www.irs.gov/pub/irs-pdf/p4405.pdf
http://www.irs.gov/pub/irs-pdf/p4336.pdf
http://www.irs.gov/pub/irs-pdf/p4334.pdf
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Employee Plans
started a new
examination
review program
in the first
quarter of FY
2005 for SIMPLE
IRA plans. The
plans were
randomly
selected from the
total population
of SIMPLE plans.

We expect the
SIMPLE review
program to
continue
throughout FY
2005 and 2006.
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There’'sNo Need to Panic!

A-U-D-I-T: Noonelikesto even say theword, | et alone be the subject of one. Most folksare
familiar with auditsof individud tax returnsor of businesstax returns. But did you know that
part of the| RS a so conductsaudits of retirement plans?

Because of thetrust that employeesplacein their retirement plans and because of the sheer
amount of assetsthat retirement planshave (morethan $10trillion), the|RS needsto make
surethat retirement plansare operated in accordance with thelaw. The RS callsthisproper
operation of plans*compliance” and Employee Plans, or “EP” isthepart of the IRSthat handles
theauditing (or examining) of retirement plans. Toimprove compliance by plan sponsors, EP
employsasort of “carrot and stick” approach.

The" carrot” isour self-correction program (seeour continuing series, “TheFix IsIn,” for
moreinfo onthisprogram). The*stick” isan audit. (see the accompanying sidebar article
about a new audit program that EP is starting).

EP understandsthat thethought of any IRSaudit, including an audit of your retirement plan, can
beascary one. So, EP hascome out with some new publicationsthat hel p explain the audit
processand your rightsduring an audit.

These new pubs—and other new material —areresultsfrom and adirect response to Customer
Satisfaction surveysabout the EP examination process.

Several EP Examinations Customer Sati sfaction teams, consisting of EP managers, agents, and
practitioners, were commissioned to devel op productsthat addressthe concerns expressed by
you, our customers. Theseteams came up with some new productsaswell asenhancing some
existing products.

e Anew product scheduled for March 2005, Employee Plans Examination Process Guide,
hel psretirement plan sponsorsand practitionersunderstand the examination of employee
plans. Thisweb-based guide, whichisintended asareference or resourceto provide
informeati on about the examination process, will initialy cons st of even sections. Theguide
also containsall the productsreferenced bel ow.

* Anew publication, 1-EP, Understanding the Employee Plans Examination
Process, was created to replace the Publication 1 (Your Rightsasa Taxpayer) inthe
initial contact package. It answersmany of the questionsyou might haveregarding our
examination process. Thefirst part of this publication explains someof your most important
rightsasataxpayer. The second part explainsthe examination processin depth.

»  TheForm 1346, appointment | etter, was updated and madefriendlier in an attempt to
addressthe#1 question raised by customers- “Why was| selected for examination?” The
revised |etter explainswhy certain returnsare selected for examination. Theletter a so
referencestwo new productsthat were created to explain customer rightsand the
examination process. aflowchart and bookmark (seebelow). Theitemized listing of
information needed for the examination isorgani zed by code section and explainswhy the
informationisneeded. Thisinformationwill help you understand the underlying reason for
our request.


http://www.irs.gov/pub/irs-pdf/p1ep.pdf
http://www.irs.gov/pub/irs-pdf/p1ep.pdf
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*  TheEmployee Plan Examination Processflowchart illustratesthe stepsinvolved inan
examination of aretirement plan. Theflowchart beginswith | etting the taxpayer know that
the RSwill be coming to them to conduct the audit and endswith acomment about
how issueswill behandled if identified during an examination.

*  TheEmployee Plans Examination bookmark providesaconcise explanation of your rights
at aglance. It also remindscustomersof the advantages and responsibilitiesof havinga
retirement plan.

* A“datus’ |etter hasbeen devel oped for updating you (and your representative) when there
aredelaysinthe processing of the case.

These productsare now available onthe Retirement Plans web page andthey’re

currently being used by our examination agents.
IRS employees yhang y «

contributing to this edition| Aswesaid earlier, no onewantsto bethe subject of an IRSaudit. Butif you are, these
of the Retirement News new productsarethereto explain the process, explain your rightsand, we hope, lessen

for Employers are: your anxiety. m

Bob Brambilla The Filing Cabinet

Robert CreMeens

Evelyn DeWald Forms—you can’t livewith them, you can’t livewithout them. Justlikeyou useforms
Larry Isaacs when running your busi ness—everything from spreadsheetsto recel ptsto invoi ces—you
Cathy Jones aso useformswhen dedling with aretirement plan.

Joyce Kahn Changes to the Form W-2 for 2005

Peter McConkey
Todd Newman

Thefollowing new codes have been added to the Form W-2, Wage and Tax
Mark O’'Donnell

Satement for 2005:
Nancy Payne
Keith Ruprecht e CodeY - Deferrasunder asection 409A nonqualified deferred compensation plan -
Michael Sanders for useinbox 12. Section 409A was added to the Internal Revenue Code by recent
John Schmidt legidation, generaly effective after December 31, 2004, and requiresemployersto
Brenda Smith-Custer report annua deferralsunder anonqualified deferred compensation plan on each
and Susan Taylor employee’'sFormW-2. The deferred amounts should bereported in box 12 of Form

W-2, using CodeY.

* CodeZ - Incomeunder section 409A onanonqualified deferred compensation plan
—for usein box 12. Thiscode and other reporting will be used to identify income
recognized dueto participation in anonqualified deferred compensation plan that
failsto meet the requirements of Code section 409A. Thisincomeissubject to an
additional tax and interest imposed ontheindividual.

Ringing In the New Year

Withthearrival of 2005, the RS hasrevised itshighly popular Publication 1518, IRSTax
Calendar 2005 for Small Businessesand Self-Employed. The calendar isfilled with helpful
hints, general tax information and alisting of the most common tax filing dates. Each month
highlightsanew tax tip intended to hel p small businessesduring both thetax filing season and the
entireyear. A copy of the calendar can be ordered by calling (800) TAX-FORM. Happy New
Yeartoall!



http://www.irs.gov/pub/irs-pdf/p4324.pdf
http://www.irs.gov/pub/irs-tege/pub4325.pdf
http://www.irs.gov/ep
http://www.irs.gov/pub/irs-pdf/fw2.pdf
http://www.irs.gov/pub/irs-pdf/p1518.pdf

What’sNew on
the Web

Our web page now
reflectsinformationfor
thecommunity of
retirement plan sponsors/
employers, benefits
practitioners, and
participantsemployees.
Over thecoming months,
look for further content
written gpecificaly for
plan sponsors/employers
and participants/
employees. To seethe
new look, vist
www.irs.gov/ep and
look for “ Information
for:” each part of the
Retirement Plans
Community.

Thefollowing publications have been revised for usein preparing 2004 returnsand are currently
avaladle

* Publication 560, Retirement Plans for Small Business (SEP, SIMPLE, and
Qualified Plans)

e Publication 575, Pension and Annuity Income

e Publication 590, Individual Retirement Arrangements (IRAS)

In addition, the Publication 571, Tax-Sheltered Annuity Plans (403(b) Plans) For
Employees of Public Schools and Certain Tax-Exempt Organizations, was revised
in December 2004.

All of theserevised publicationsare available on the Retirement Plans web page by
clickingon“EPFormsé& Publications’ under the* Related Topics’ section and can be ordered
by calling (800) TAX-FORM. m

DOL News

The Department of Labor’s Employee Benefits Security Administration’songoing compliance
ass stance program to hel p employers, plan officiass, service providersand others continued to
expand with theissuance of new guidance.

Single Employer Defined Benefit Pension Reform

On January 10, 2005, Secretary of Labor ElaineL. Chao released the Bush
Administration’s plan to strengthen the retirement security of the 34 million workersand
retireescovered by private, singleemployer defined benefit pension plans, ensurethelong
term solvency of the Pension Benefit Guaranty Corporation (PBGC) and encourage continued
participationinthevoluntary pension system. TheAdministration proposesto reformthe
funding rulesto ensure pension promisesare kept by improving incentivesfor funding plans
adequately; improving disclosureto workers, investorsand regul ators about pension plan
status, and adjusting premiumsto better reflect aplan’srisk and ensurethe pensioninsurance
system'sfinancia solvency.

TheAdminigtration’splanto reformthefunding ruleswill bring s mplicity, accuracy, stability,
andflexibility tothefunding rules, encouraging employerstofully fundtheir plansand ensuring
that benefit promisesarekept. 1t replacesmultiple measuresof pension liabilitieswith one
measure, bases plan funding targets on the pension plan sponsor’sfinancial health, requires
financialy weak companiestoimmediately fund additiona benefitsthey promise, anddlows
plan sponsorsto make additional contributions during good economictimes.

Improved disclosurewill help workers makeinformed decisions about their retirementsand
planfor thefuture, and will provideinvestorsand regulatorswith timely information about the
status of pension plansto evauate plan sponsors financia obligationsand to ensure
compliancewiththelaw.

TheAdministration’splan to reform the premium structurewill reflect more accurately the cost
of the program and shift the emphasisto risk-based premium funding. It adjustsflat rate
premiumspaid by al companiesto reflect the growth in worker wagessince 1991, whenthe
current rate was set, indexing them to wage growth going forward and requires all underfunded
plansto pay risk-based premiumsthat arerelated to their funding targets.
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Duties of a Directed Trustee

On December 17, 2004, DOL/EBSA released Field Assistance Bulletin (FAB) 2004-03 providing guidance
ontheresponsibilitiesof adirected trustee under the Empl oyee Retirement Income Security Act (ERISA).

Theguidanceclarifiesthat adirected trusteeisafiduciary under ERISA, responsiblefor carrying out itsduties
prudently and solely in theinterest of the participantsand beneficiariesof employeebenefit plans. The FAB aso
makes clear that the named fiduciary, not thedirected trustee, isprimarily respons blefor ensuring the prudence of
planinvestment decisions. A directed trusteeisonly required to questionthedirecting fiduciary’sinstructions
regarding transactionsinvolving publicly traded securitiesin rare circumstances.

TheFAB specifically addressesthe responsibilities of adirected trusteein determining whether adirectionis
“proper” —consistent with thetermsof the plan and not contrary to ERISA. When adirected trustee has non-
publicinformation regarding asecurity that isnecessary for aprudent decision by thedirecting plan fiduciary, the
FAB providesthat the directed trustee hasaduty to inquire about the named fiduciary’sknowledgeand
congderation of theinformation. Inthecaseof publicinformation, adirected trusteewould berequired to question
theingtructionsof thedirecting fiduciary only inextraordinary circumstances. The FAB providesthat adirected
trustee may haveto question directionsinvolving the purchase or holding of asecurity wherethereare*clear and
compdl ling publicindicators’ asevidenced by an 8-K filing with the Securitiesand Exchange Commission (SEC), a
bankruptcy filing or smilar publicindicator that call into questiontheissuer’sviability asagoing concern. m

Let’'s Just Take It One Three-Month Period at a Time

Operating aretirement plan can be atime-consuming job. Therearedeadlines, not just for reports

© =contribution and formsbut also for making contributions. There are conferencesand seminars. Andthenthereis

(& =conference

information you need to giveto participants.

Soto help you navigatetheretirement plan timeline, hereisour month-by-month look at some of the

B =fileforms important momentsin themonthsto come. Pleasenotethat all of thefiling datesbelow arefor

calendar-year plans- adjust the datesfor non-calendar year plans:

(9 February 18: SWBA/IRS Plan Administrative Skills Workshop - Oklahoma City, OK

(’ February 25: SWBA/IRS Plan Administrative Skills Workshop - Houston, TX
58 March 15: Deadlinefor -

* Submitting waiver requestsfor the 2004 plan year for singleemployer plans.
» Changein funding method requestsfor the 2004 plan year if astatement isattached detailing the
reason for the delay.

April 1: Last day to make required minimum distributions- Code section 401(a)(9) requiresthat distributions
beginnolater than April 1 of the calendar year following thelater of:

« the calendar year in which the employee attainsage 70 2 (required for 5% owners) or
« the calendar year inwhich theemployeeretires.

April 15: Excesséelective deferralsand any earningsthereon from the prior year must bedistributed by this
date.

E) April 15: First quarterly installment due datefor the 2005 plan year.

For acomprehensivelist of upcoming EP Educational Events, visit the Retirement Plans web page, select
“Retirement Sour cefor Plan Sponsor YEmployers’ and then “ Upcoming EP Educational Events’ . m
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